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When the Argentine Congress appointed Eduardo Duhalde president in early January, he had
strong words about forging a new, less dependent relationship with the International Monetary
Fund (IMF). After two months, however, the economic and political reality has Duhalde in the
difficult position of trying to appease the IMF and still contain the explosive public discontent (see
NotiSur, 2002-01-11).
Duhalde has let the peso float against the dollar, convinced the provinces to cut public spending,
and cajoled Congress to pass an austere budget. Each time the government is convinced it has
met the IMF's requirements, however, the lending agency raises the bar a little higher. Argentina
is asking for the release of the remaining funds agreed to during the administration of former
President Fernando de la Rua but frozen pending new negotiations. Most loans from other
international agencies and foreign governments are subject to an agreement with the IMF.
The Argentine government says it cannot carry out the economic changes the IMF is demanding
unless it first receives fresh money from abroad, but the IMF says it will not advance any new money
until it sees some results. "We need to break the cycle," Economy Minister Jorge Remes Lenicov
said before going to Washington to talk with IMF officials in February. The IMF's terms backed by
the administration of US President George W. Bush for releasing the desperately needed assistance
include "a sustainable plan" for economic reactivation. The Duhalde administration has yet to find a
plan that meets the IMF definition of sustainable.
While Duhalde has downplayed the negotiations, he said economic recovery would be more painful
without prompt help from the IMF. "If we resolve everything, if we vote on the budget, if we make
progress on a new tax-sharing law, I think they will help us," Duhalde said in a Feb. 24 interview
with La Nacion newspaper. "It would be very good for Argentina if they do so quickly. If they don't,
Argentina will pull out of this anyway, with more sacrifice, but it will recover." And the sacrifices are
mounting.
On Feb. 25, the government announced that it could not pay the full month's salaries of more than
half a million government employees because the worsening economic crisis had caused tax receipts
to plummet 19% in January. "We don't have the money, so we can't pay," Duhalde said. "Payment
depends on tax collections, and as everyone knows, we are having difficulties with revenues." The
decision angered government employees, more so because it came just days after the president
raised his own net salary and those of other top officials by 13% to the maximum permitted by law,
US$1,500 a month.
Meanwhile, Economy Minister Jorge Remes Lenicov has said that without foreign financial support
not only would the economy collapse, but probably the government. He told a group of Brazilian
business leaders that an accord with the IMF is "essential" and that "it must not be delayed too
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long." "Implicitly, they [IMF officials] tell us that a sustainable economic program requires political
support," Lenicov said. "But where's the political support? Political support requires an economy
that is moving forward, but the economy is not moving forward." The government must be aware of
"the acceptability of the measures" it takes, Lenicov said.
The political opposition is already calling for early elections. And Duhalde has admitted that even
provincial governors from his Partido Justicialista peronista (PJ) are "in a hurry" to set a date for
elections.

Provinces agree to cuts
On Feb. 27, Duhalde signed a revenue-sharing agreement with provincial governors and the mayor
of Buenos Aires. The agreement sets the amount of money the provinces receive at 56% of total tax
revenues rather than a fixed sum and commits the governors to cutting provincial deficits by 60% in
2002.
On March 6, Congress approved an austere 2002 budget. It included a 20% tax on oil exports, cuts
in the value added tax (impuesto al valor agregado, IVA) on some household goods, and a credit
line to help domestic production. Analysts said, however, that continuing weakness in the economy
could undermine the projected US$1.5 billion deficit and its ability to collect taxes. They also said the
government's figure of a 4.5% economic contraction this year is too optimistic and the 15% inflation
estimate will likely be higher as money is printed to cover deficits.
Economic think tank EcoLatina on March 13 forecast consumer prices could rise 29% to 35% by year
end. Meanwhile, thousands of state workers marched on Congress, opposing the budget's proposed
spending cuts in health, education, pensions, and public-sector wages. The head of the teachers'
union, Marta Maffei, said many teachers are still waiting for several months' back wages, not to
mention raises that were promised but never implemented. "Every day, another 1,700 workers are
left without a job and enter the cycle of poverty," said Maffei. "And those of us who do not lose our
jobs have to put up with salary cuts, unpaid wages, and restructuring in the midst of an inflationary
process."

Government unveils other measures
The government also announced a new export tax designed to raise US$630 million and a plan to
allow bank depositors, whose savings have been frozen since December, to exchange their deposits
for tradeable bonds. The tax 10% on grain exports and 5% on processed goods such as vegetable
oil will offset some advantages exporters gained from the devaluation of the peso in January.
Duhalde said revenue from the tax would finance social programs for the poor and the unemployed.
But the export tax is not in line with the free market policies of the IMF and also goes against a
pledge Duhalde made to industrial and agricultural producers when he took office in January.
The government also plans to impose a one-time tax on corporations to fund poverty programs,
Duhalde said on March 3. The tax aims to raise between US$1.14 billion and US$1.37 billion for
unemployment insurance and for a program to supply the poorest households with US$68 per
month.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 2 of 4

LADB Article Id: 53160
ISSN: 1089-1560

IMF team arrives for talks
Some experts say the IMF's tough stance follows the lead of the Bush administration, which, when
it saw that the Argentine crisis was not spreading throughout the region, withdrew support for
a bailout. US Treasury Secretary Paul O'Neill, who has been reluctant to support new financial
aid to Argentina, said Argentina was "the definition of a disorganized society." Speaking to the
US Chamber of Commerce in Washington, O'Neill said Argentina's problems were largely selfinflicted, born of borrowing too freely to finance consumption rather than investment. Though there
have been steps in the right direction in recent weeks, he said, more must be done before new loans
are warranted.
An IMF mission headed by Anoop Singh, director for a newly created special operations
department, arrived in Buenos Aires March 5 for a two-week stay. Singh was deputy director of the
IMF's Asia and Pacific department during the Asian financial crises of 1997-1999, and he is known
for his hard- line during negotiations with the Indonesian government. His new position clearly
reflects dissatisfaction within the IMF regarding past handling of Argentina. "The process is not
likely to be extremely rapid," IMF external relations director Thomas Dawson said in London. "It
is not unreasonable to expect substantial measures would need to be in effect before international
support is provided."
On March 13, the IMF mission put up a new hurdle, calling for "substantial changes" in spending
policies as a condition for aid and telling the country's cash-strapped provinces to stop printing their
own scrip. There are now 14 provincial currencies used by local governments to pay wages. The IMF
also revised its economic growth outlook, predicting the Argentine economy would contract by 8%
this year well beyond the 4.9% the government budgeted for. So the Duhalde administration went
back to work, pledging to find more cuts in the 2002 budget.
Duhalde appeared increasingly exasperated by the lack of an accord. "They [the IMF] do not have
the urgency we have," he said, adding that he hoped an agreement could be reached by the end of
April. Duhalde's support shaky Amid the worst economic, social, and political crises in decades,
Duhalde's political backing is fragmented, street protests continue throughout the country and
involve nearly all social sectors, and, with the economy in its fourth year of recession, poverty and
unemployment are in a seemingly unending upward spiral.
Frequent criticism is directed at Argentine's bloated and corrupt bureaucracy. When Duhalde first
outlined his economic plan, he promised to "cut political spending" by nearly half and to reduce
the number of elected offices by 25%. But the budget he submitted to legislators increased the
congressional allotment by more than 5%. "In the short term, Duhalde cannot afford conflict with
the political class because that is his most important base of support," said political analyst Rosendo
Fraga. "But any project aimed at reducing spending on the political apparatus will have the support
of the population, and the sooner it comes the better."
Argentina has received strong support from its neighbors. At a meeting in late February, the six
Southern Cone Common Market (MERCOSUR) countries issued a statement calling on lending
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institutions to "understand Argentina's complex situation" and aid the country while it pursues
"internal policies that will permit economic growth" rather than insist on more austerity, as the fund
is demanding. "There is a better way to help Argentina," Brazilian President Fernando Henrique
Cardoso said at a news conference. "We don't believe it is fair to ask Argentina to get things
accomplished first and then to get the aid."

-- End --
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